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SUBJECT: Persons Who Owmn and Occupy Residence Near Airports with Deci bel Level of
65 or Geater Credit

SUMVARY OF BILL

Under the Personal |ncone Tax Law (PITL), this bill would provide a $500 tax
credit for taxpayers who own and occupy a residence that is subjected to a
specified |l evel of noise froman airport.

SUMVARY OF AMENDMENT

The March 27, 2000, anendnents deleted the provision declaring |egislative intent
to enact a deduction for expenses paid by persons living near specified airports
and replaced it with the credit discussed in this analysis.

EFFECTI VE DATE

As a tax levy, this bill would beconme effective inmedi ately upon enact nent and
woul d be operative for taxable years beginning on or after January 1, 2001, and
bef ore January 1, 2006.

PROGRAM HI STORY/ BACKGROUND

Under current |aw and regul ations, the California Departnment of Transportation
(Caltrans) establishes noise standards for airports. Variances fromthe

est abl i shed noi se standards may be granted after a public hearing. Noise
standards are based upon the | evel of noise acceptable to a reasonabl e person
residing in the vicinity of the airport. The current acceptable |evel of
aircraft noise for persons living in the vicinity of airports is a Conmunity
Noi se Equi val ent Level of 65 decibels. An airport operator mnmust apply for and
receive a variance to operate at a level in excess of 65 decibels.

Enf orcenment of the noise standard and variances is the responsibility of the
county in which the airport is |ocated. The airport operator reinburses the
county’s enforcenent costs.

SPECI FI C FI NDI NGS

Current federal and state tax |aws provide various tax credits designed to
provide tax relief for taxpayers that incur certain expenses (e.g., child and
dependent care credits) or to influence business practices and decisions or
achi eve social goals. Credits generally are based on a percentage of

expendi tures by the taxpayer.
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Under the PITL this bill would provide a $500 tax credit to a “qualified
taxpayer.” A “qualified taxpayer” woul d nean a person who owns and occupies a
residence that is subjected to an annual Comrunity Noi se Equi val ent Level (CNEL)
of 65 decibels or greater. The annual CNEL, in decibels, is the average (on an
energy basis) of the daily Conmunity Noi se Equival ent Level over a 12-nonth
period, calculated in accordance with the California Code of Regul ati ons (Section
5001 (d) of Title 21) for airport noise.

Only persons who own and occupy a residence for nore than 50% of the taxable
years would be entitled to this credit. Only one qualified taxpayer per
resi dence would be allowed this credit.

Any credit in excess of net tax could be carried forward indefinitely.

Pol i cy Consi derati ons

This bill provides for an unlimted credit carryover that would require the
department to retain the carryover on the tax fornms indefinitely. Recent
credits have been enacted with a carryover limt since experience shows
credits are typically used within eight years of being earned.

Al though the bill requires the taxpayer to own a residence for six nonths,
it does not require the residence actually inpacted by airport noise to be
owned for six nonths.

| npl enent ati on Consi derati ons

This bill would raise the follow ng i npl enentati on consi derations.
Departnent staff is working with the author to resolve these concerns.

The bill does not specifically limt the credit to residences inpacted by
ai rport noise. However, the bill would provide a credit for residences
subjected to an annual CNEL of 65 decibels calculated in accordance with
ai rport noise nethods. According to the author, the intent is to provide
the credit only to taxpayers who own residences inpacted by airport noise.

It may be difficult for taxpayers and departnent staff to determine if the
taxpayer lives within an inpacted area around an airport. Caltrans
currently devel ops contour maps of noi se inpact areas around “noi se problem
airports.” A noise problemairport is an airport declared to have a noise
probl em by the county in which it is located. According to Caltrans staff,
resi dences around airports for which there is no noise inpact map nmay be

i npacted by noise in excess of 65 decibels. |If residences around such
airports would qualify for the credit, it is unclear how the credit
qualification could be verified.

The department would work with Caltrans to establish procedures to share
informati on that woul d assist the departnment with verifying that a taxpayer
owns a residence within an inpacted area and thus qualifies for the credit.

The bill specifically provides that only one taxpayer per residence may
claimthis credit, but does not provide rules for determning, in the case
of multiple (particularly unrelated) owners, which taxpayer woul d be
entitled to claimthis credit.
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The bill defines a qualified taxpayer as a "person,” which termis defined
under Section 17007 to include "individuals, fiduciaries, partnerships,
limted liability conpanies, and corporations.” However, the bill's
provi si ons appear to be intended to apply only to individuals who own and
occupy a residence.

FI SCAL | MPACT

Depart nental Costs

If the inplenmentation considerations discussed in this analysis were
resolved, this bill would not significantly inpact the departnent’s costs.

Tax Revenue Esti mate

Based on the data and assunptions bel ow, revenue | osses are esti mated
as follows:

Esti mat ed Revenue | npact
Taxabl e Years Begi nning After January 1, 2001
Enact mrent Assunmed After June 30, 2000
Fi scal Years
(In M11lions)
2001-02 2002- 03 2003- 04

$ -9 $ -9 $ -9

Thi s anal ysis does not consider the possible changes in enpl oynent,
personal income, or gross state product that could result fromthis
neasur e.

Tax Revenue Di scussi on

Information used in this analysis was obtained fromvarious sources
including Caltrans and the State Census Data Center.

The revenue inpact was deternmined in the follow ng manner. First, the
total nunmber of 50,000 residences in the designated airport noise |eve
areas was obtained from Caltrans. Next, a vacancy rate for residences of
7% and an owner-occupied rate of 70% were both applied to the 50, 000
residences to arrive at the total of 32,550 qualified residences. It was
projected that 75% of the taxpayers who own and reside in the qualified
resi dences would have tax liabilities and be able to apply an average 67%
of the credit in the year generated and apply the remaining 23% carryover
in the next taxable year.

The projected taxable year 2001 revenue |l oss is nore than $10 million. The
first fiscal year inpact primarily represents all of the 2001 i npact plus an
al l onance for reductions in sone estimated tax paynents.
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Pendi ng.



